Independence Standards Board - Minutes, Meeting of January 14, 2000: Public Session by Independence Standards Board
University of Mississippi 
eGrove 
Association Sections, Divisions, Boards, Teams American Institute of Certified Public Accountants (AICPA) Historical Collection 
2000 
Independence Standards Board - Minutes, Meeting of January 14, 
2000: Public Session 
Independence Standards Board 
Follow this and additional works at: https://egrove.olemiss.edu/aicpa_assoc 
 Part of the Accounting Commons, and the Taxation Commons 
 
 
Independence Standards Board  
Minutes -  




William T. Allen, Chairman  
John C. Bogle 
Stephen G. Butler  
Robert E. Denham  
Manuel H. Johnson  
Philip A. Laskawy  
Barry C. Melancon  
James J. Schiro 
 
Others Present by Invitation 
Arthur Siegel, Executive Director, ISB  
Richard H. Towers, ISB staff 
Susan McGrath, ISB staff 
William J. Cashin, Jr., ISB staff  
Christine Bricker, ISB staff 
Robert K. Elliott, Chair, AICPA Board of Directors 
Richard I. Miller, General Counsel and Secretary, AICPA  
Lynn E. Turner, Chief Accountant, SEC  
John M. Morrissey, Deputy Chief Accountant, SEC 
W. Scott Bayless, Associate Chief Accountant, SEC  
Henry Jaenicke, Project Director, Conceptual Framework Project 
Alan S. Glazer, Assistant Project Director, Conceptual Framework Project 
Lawrence Cunningham, Project Director, Firm Structures Project 
 
Chairman Allen opened the Public Session at 1:45 p.m. The first matter on the Board's 
agenda was the conceptual framework project. 
 
 Conceptual Framework 
The Chairman asked Professors Jaenicke and Glazer to present a summary of the project 
to the Board and to highlight specific concepts in the draft Discussion Memorandum 




 Professor Jaenicke began by explaining that the Board's Charter commits the 
Board to develop a conceptual framework for auditor independence.  Those involved in 
the project worked for sixteen months on the draft DM distributed for Board comment.  
He thanked and acknowledged the hard work of the project task force and specifically 
Tom Dunfee, Art Siegel, Susan McGrath and Rick Towers. 
 The DM has seven sections.  Professor Jaenicke suggested and the Board agreed 
that the focus of the discussion with the Board be on the document's completeness, clarity 
and neutrality.  The DM presents alternatives and generally, does not present a Board 
view.  The conceptual framework project task force is continuing to offer comments on 
the draft.  It is expected that a final document will have a 90 day exposure period.  
Professor Jaenicke indicated that public comments on the DM could be summarized in 
time for the Board's July meeting.  
 Chairman Allen asked if the document addresses implementation of the 
safeguards explained in the draft.  Mr. Siegel stated that the DM does not explicitly 
address this issue but that the Board may want to consider that if safeguards are included 
in an ED.  He likened the issue to the ISB No. 1 requirement of a peer review to evaluate 
whether implementation of that standard has been accomplished. 
 Mr. Butler suggested that a discussion of audit quality be added in the 
introduction to the document.  This discussion should describe the components of audit 
quality and explain that independence is one component.  The Board voted unanimously 
to add this discussion. 
 Mr. Melancon and Mr. Schiro commented on the complexity of the document and 
its size.  Mr. Schiro suggested that the Board get editors to review it with the objective of 
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increasing the readability of the document. Mr. Schiro volunteered that PwC editorial 
assistants could perform this task.  He also suggested that a review of other conceptual 
framework documents of other large groups, such as various governmental agencies and 
investment banks, might be beneficial.   
 Chairman Allen agreed that editors might suggest editorial changes to make the 
document more readable and thanked Mr. Schiro for volunteering his firm's services.  Mr. 
Siegel added that Bruce Anderson is expected to complete an executive summary of the 
draft DM next week. 
 Mr. Turner agreed that a simplified version of the document is a very good idea.  
He added that lawyers have advised him that there are enforcement issues with respect to 
the discussion in the document regarding high quality audits and independence.  He 
added that the SEC has concerns about the safeguards approach at this time.  He thinks 
the review of other conceptual framework documents is a good idea for benchmark 
purposes. 
Thereafter, the Board agreed that:  (1) PwC will edit the document for clarity and 
return their recommendations to the writers and to the ISB staff to ensure that nothing of 
substance was changed;  (2) that the ISB staff should review the executive summary from 
Bruce Anderson of Earnscliffe.  These tasks should be completed within the next two to 
three weeks so that a revised draft could be discussed at the February 17 meeting and 






 The Board turned its attention to family relationships.  Mr. Towers gave a brief 
summary of the project explaining that the current draft ED reflects the revisions 
requested by the Board at its November meeting as well as certain changes requested by 
the Project Task Force and Board Oversight Task Force members.   
The latest draft proposes a "tightening up" of the restrictions for family members 
of partners and managerial employees who provide nonaudit services to a client by 
combining this group with the "on the engagement" group, and thereby significantly 
limiting the benefit plan exemption.  A footnote has been added explaining that 
individuals who provide a de minimus amount of nonaudit services should not be held to 
that standard.  Those below manager are not restricted.   
Mr. Towers explained that the Oversight Task Force also provided direction 
widening the employee benefit plan financial interests exemptions.  As originally written, 
the exemption was available only while the family member is employed and the shares 
held in the plan were restricted.  As revised, the draft provides that holding such shares 
should continue to be acceptable when the restrictions lapse, such as for retirement or 
other termination of employment, because the threat has not increased.  Mr. Towers also 
proposed that the effective date language in two places should be revised to conform to 
the language used in the final mutual funds standard (ISB No. 2).  Chairman Allen agreed 
that this conforming change should be made. 
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 Mr. Schiro and Mr. Butler commented on the complexity of the document and 
how it seems to have gone beyond the original intent of the project of simplifying the 
existing rule and making it less harsh. 
 Mr. Turner commented that he thought the guidance in paragraph 9 was good, 
although it was agreed that the position of "controller" should be added to the list of 
proscribed positions.  He added that some job restrictions seemed unnecessary, agreeing 
with an example offered by Mr. Schiro that, contrary to paragraph 8, a partner's young 
dependent working behind the counter in a fast food restaurant should not impair the 
independence of that partner.  Mr. Siegel reminded the group why the ED had taken that 
approach by explaining that the restrictions were applied because it was agreed that the 
auditor should not have a second job at the client and, therefore, it followed that the 
auditor's immediate family should not be employed by the client as well.   
Mr. Johnson and the Chairman discussed whether the document was too 
restrictive in this regard and whether it needed to be revised to limit the individuals to 
whom the highest standards should apply.  In particular, a concern was raised about an 
overly restrictive standard potentially creating apparent violations for matters that are 
inadvertent and immaterial, and that this result would not serve the public interest. It was 
agreed that paragraph 8's absolute prohibition of client employment by immediate family 
members only should be applied to the audit engagement team professionals, and that a 
lesser standard should apply to those in "a position to influence the audit."  The Board 
agreed that, for employment purposes, a "sensitive financial position" and "key position" 
test should be applied for those relatives of professionals in a position to influence the 
 
 6
audit.  Also, the Board requested that a definition be provided for the phrase "sensitive 
financial position." 
 Mr. Melancon gave the following hypothetical example to illustrate how unfair he 
believed the section dealing with uninvolved partners would be.  If any partner's wife's 
sister's husband mentioned in passing that he had a material financial interest in a client 
of the partner's firm, independence is considered to be impaired.  The possible resolutions 
to this problem include succeeding in convincing the family member to dispose of the 
interest down to an immaterial amount or the firm resigning from the client or the partner 
resigning from the firm.  Mr. Turner agreed with the comment, and it was concluded that 
paragraph 10 was not necessary because the threat was generally inconsequential, and 
should be deleted. 
 Mr. Schiro expressed his concern that the newly proposed restrictions for 
employee benefit plan participation by nonaudit services providers was too harsh and 
would make hiring and retaining good people very difficult.  He reminded the Board that 
the number of dual income families has increased and that this restriction is not realistic 
in the present socioeconomic environment.  It was decided that this concern be 
formulated into an ED question soliciting public comment. 
 Mr. Elliot suggested that the ED be reorganized because he believes that the 
document's current format is cumbersome.  Chairman Allen agreed that the document 
needs to be simplified and believes that creating symmetry while maintaining the tiered 
approach between employment issues and financial interests may help to accomplish that.  
The Board agreed as did Mr. Turner.  Therefore, the tightest restrictions would exist for 
the "on the audit engagement" people with no interests permitted.  For those partners and 
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managerial employees providing only nonaudit services to the client and for those in a 
position to influence the audit, a lesser degree of threat exists and therefore a blanket 
restriction is not warranted.  Instead, a financial sensitivity or key position test should be 
applied.  For all others limited restrictions should apply. 
 The Board asked for a revised version for their February meeting, and Mr. Turner 
agreed to review a draft prior to distribution for that meeting. 
 
ISB No. 1 
 
 The Chairman turned to the issuance of a Board interpretation of ISB No. 1, as 
discussed at the previous Board meeting.  Mr. Towers explained the question with respect 
to the ISB No. 1 requirements for primary and secondary auditors. Mr. Melancon said 
that he believed that the reference in the last sentence of paragraph 5 to "all auditors 
participating in the audit" was unclear.  The Board agreed that paragraph 5 should make 
clear that it is applicable only to those auditors requested by the primary auditor to 








Evolving Forms of Firm Structure and Organization 
 
 The Chairman asked Susan McGrath to discuss the Firm Structures project.  (It 
was decided to postpone a discussion of the appraisals project due to time constraints.) 
Ms. McGrath briefly covered the summary of comments received in response to the DM 
that had been issued in October for a 60-day comment period, which ended on December 
31st.  She distributed the staff recommendations on how independence restrictions might 
be applied to new structures.  (Mr. Denham left the meeting.) 
 Mr. Schiro asked if the staff had gotten any responses from law firms or 
investment banks.  Many of these firms have been advising the accounting firms about 
the structures and he suggested that formal comments from these groups could be helpful 
and informative.  Mr. Cunningham agreed to make contact with the relevant committee 
of the NY Bar and ask for the participation of their committee members.  Chairman Allen 
added that the staff should also solicit comments from lawyers who are members of the 
legal services project task force. 
 Ms. McGrath explained that the staff recommendations follow a common 
thread.  That concept, she explained, is that the auditor is more likely to be influenced by 
relationships that an affiliate has with his or her audit client, than by personal financial 
relationships that the affiliate's officers or employees may have with an audit client. 
Using slides, Ms. McGrath explained various structures and presented the staff's 
recommendations on the application of independence restrictions to the entities involved 
in the structures and to their officers and employees.  These restrictions would govern the 
relationships that these groups could have or form with audit clients. 
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A lively discussion ensued.  Mr. Butler asked that the summary of comments be 
revised to more clearly reflect the identity of respondents. 
Chairman Allen concluded the discussion by thanking Ms. McGrath and 
acknowledging the difficulty and sensitivity of the subject.  The Board will continue its 
deliberations on Firm Structure issues at its February meeting. 





Christine D. Bricker 
